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Public Service Commission of South Carolina - g<_~; SN
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Columbia, South Carolina 29211

RE:  Application of Utilities Services of South Carolina, Inc. for adjustment of rates
and charges and modifications to certain terms and conditions for the provision of

water and sewer service. Docket No.: 2007-286-WS

Dear Ms. Boyd:

Enclosed for filing please find a Proposed Order on Remand in the above-referenced
matter. By copy of this letter, T am serving a copy of these documents upon the only other party
of record, the Office of Regulatory Staff, and enclose a Certificate of Service to that effect.

If you have any questions or if you need any additional information, please do not
hesitate to contact me.

Sincerely,

WILLOUGHBY & HOEFER, P.A,

-

Aohn M.S. Hoefer

JMSH/cge
Enclosures

ce: Nanette S. Edwards, Esquire




BEFORE

THE PUBLIC SERVICE COMMISSION

OF SOUTH CAROLINA

DOCKET NO. 2007-286-WS — ORDER NO. 2013-

JANUARY __ ,2013
IN RE: Application of Utilities Services of South
Carolina, Inc. for Adjustment of Rates and

Charges and Modifications to Certain Terms

and Conditions for the Provisions of Water
and Sewer Service

PROPOSED ORDER
ON REMAND

INTRODUCTION

This matter comes before the Public Service Commission of South Carolina (“the
Commission™) on remand from the Supreme Court of South Carolina (the “Court”). In
Utilities Services of South Carolina, Inc., v. South Carolina Office of Regulatory Staff,
392 S.C. 96, 708 S.E.2d 755 (2011) the Court reversed the Commission’s Orders No.
2008-96 and No, 2009-353 denying the increase sought by Utilities Services of South
Carolina, Inc. (“USSC” or the “Company”) and remanded this matter for further
proceedings.

In response to the Court’s order on remand, the Commission directed USSC in
Order No. 2011-363, to provide verified testimony on the following matters: (i) specific
capital improvements by project and dollar amount that the Company made on a
neighborhood-by-neighborhood basis from January 1, 2005 through December 31, 2006,

and how these expenditures contributed to improved service; (ii) specific ongoing
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operations programs by project and dollar amount instituted from January 1, 2005
through December 31, 2006, and how these expenditures contributed to improved
service; and (iii) information comparing Bio-Tech’s prices related to sludge hauling to
the prices of Bio-Tech’s competitors for the same service during the period of January 1,
2006 through December 31, 2006.

The South Carolina Office of Regulatory Staff (“ORS™) filed a Petition for
Rehearing on June 16, 2011, and requested the Commission reconsider its order allowing
USSC to submit new or additional testimony and recommended that the Commission
adopt ORS’s proposed order, USSC answered that the Commission’s order simply
required USSC to provide additional information related to expense and rate base items
and allowed ORS the opportunity to respond to that information. We denied ORS’s
Petition for Rehearing in part finding that without an evidentiary hearing we would
deprive USSC its “fair opportunity” to respond to the Commission’s specific inquiries as
ordered by the Court and we believe the Court authorized the taking of additional
evidence by citing Hilfon Head in its order.! ORS requested a hearing be scheduled to
permit cross-examination of any new or additional information if the Commission
allowed additional evidence to be introduced. USSC did not object to ORS’s request.
We granted ORS’s request for hearing and established pre-filed testimony deadlines but

limited testimony to those issues identified in Order No. 201 1-363.%

V Hilton Head Plantation Utilities, Inc. v. Public Service Comm’n of S.C., 312 8.C. 448, 449-52, 441 S.E.
2d 321,322-323 (1994).

2 USSC filed a Motion to Preclude Testimony and to Strike Protests and in the Alternative a Motion In
Limine on October 21, 201 1. The Commission denied the Motion to Preclude Testimony but granted the
Motion in Limine in Order No. 2011-815 and allowed for testimony limited to the three issues identified in
Order No. 2011-363.
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The heating on remand was held January 17, 2012 in the Commission’s hearing
room located at Synergy Business Park, 101 Executive Center Drive — Saluda Building,
Columbia, SC. USSC was represented by John M. S, Hoefer, Esquire and Benjamin P.
Mustian, Esquire. ORS was represented by Nanette S. Edwards, Esquire and Jeffrey M.
Nelson, Esquire. During the course of the hearing, the Commission heard statements
from eight members of the public and one elected official who testified in opposition to
any rate increase. Ms. Leslie Hendrix testified that she believed no capital improvéments
were made in her neighborhood, Dutchman Shores, as did Ms. Melanic Wilson and Mr.
Ken Cheek, both residents of the Lakewood subdivision. Several residents of the
Foxwood subdivision, Ms. Linda Faile, Mr. Mark Paterno, Mr, James Earnhart, and Mr.
James Knowlton testified that their quality of water had not improved.” Ms. Frankie
Eaker, who resides in the Hill and Dale subdivision, testified that she believed the amount
spent by USSC on the system serving her subdivision between January 1, 2005, and
December 31, 2006, was of little benefit when compared to the total spent by the
company during this period.

Mr, Steven M. Lubertozzi, Executive Director of Regulatory Accounting and
Affairs for Utilities, Inc. submitted pre-filed verified testimony to the Commission on
September 16, 2011, and ftestified at the hearing as to (i) the specific capital
improvements made by the Company between January 1, 2005 through December 31,
2006; (ii) the ongoing operations programs instituted from January 1, 2005, through

December 31, 2006, and how these expenditures contributed to improved service; and

* We note that USSC has a pending request for approval to interconnect the Foxwood subdivision to York
County in Docket No. 2011-515-W.
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(iii) information comparing Bio-Tech’s prices related to sludge hauling to those of its
competitors for the period of January 1, 2006, through December 31, 2006, as directed by
Order No. 2011-363. Exhibits SML-1 through SML-6 were admitted as Hearing Exhibit
1 and provided detail responsive to the issues identified in Order No. 2011-363. With
regard to the Dutchman Shores subdivision, Mr. Lubertozzi testified that the amount of
$55,863.00 in capital improvements was related to the demolition and removal of
facilities associated with wells previously used to serve customers. In response fo
Commissioner questioning, Mr. Lubertozzi described the ongoing programs fo maintain
the system, and he went on to explain that for the Foxwood subdivision, the Company
determined the best option to improve water quality is through interconnection with York
County.

In response to the testimony received from the public questioning the evidence of
the Company’s capital improvements, the Commission requested at the close of the
hearing three late-filed exhibits from the Company to further detail the specific capital
improvements for each subdivision and to clarify the number of vehicles allocated to
USSC. The Company submitted late-filed exhibits 2, 3, and 4 on September 21, 2012,

USSC is a NARUC Class C water and wastewater utility. USSC’s service area
includes portions of Abbeville, Anderson, Lexington, Richland, Saluda and York
Counties. According to USSC’s Application, water supply and distribution services were
provided to 6,854 residential and commercial customers, and wastewater collection and

treatment services were provided to 376 residential and commercial customers.
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To establish just and reasonable rates, the Commission must consider competing
interests; the interests of the customers of the system to receive quality service and a
quality product at a fair rate as well as the interest of the Company to have the
opportunity to earn a fair rate of return. The Commission must give due consideration to
USSC’s total revenue requirements, comprised of both the opportunity to earn a fair
return on equity as well as allowable operating costs. To accomplish this, the
Commission must review evidence admitted into the record regarding the operating
revenues and operating expenses of USSC, and endeavor to order adequate and
reasonable levels of revenues and expenses for the company. The Commission must also
establish a fair rate of return on equity based on the record in this case. If the record
establishes that a rate increase is warranted for the company, the Commission will
attempt to design and order rates which are just and reasonable and free from undue
discrimination.

FINDINGS OF FACT AND CONCLUSIONS OF LAW

After thorough consideration of the entire record in the USSC hearing and the
hearing on remand, including the testimony and all exhibits, and the applicable law, the
Commission makes the following findings of fact and conclusions of law:

L. USSC is a corporation organized and existing under the laws of the State
of South Carolina and authorized to do business in the State of South Carolina.

2, USSC is a public utility as defined by S.C. Code Ann. §58-5-10(4) (Supp
2011), providing water and sewer service to the public for compensation in certain areas

of South Carolina and is subject to the jurisdiction of the Commission.
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3. USSC’s current rates and charges for both water and sewer were placed in

effect under bond as provided for by S.C. Code Ann. §58-5-240(D) (Supp. 2011)

4. In Utilities Services of South Carolina, Inc., v. South Caroling Office of
Regulatory Staff, the Court reversed our orders denying the increase sought by USSC and
remanded this matter for further proceedings. The Court instructed this Commission to
provide USSC the opportunity to meaningfully respond with the information we
requested and to determine whether USSC’s expenses have increased since its last rate
application such that it might be entitled to an increase in its rates. We find based on the
testimony and exhibits entered into the record at the hearing on remand that the Company
has made capital improvements and provided testimony detailing those improvements on
a neighborhood by neighborhood basis.

5. The appropriate test year period for purposes of this proceeding is the
twelve month period ending December 31, 2006. The test year is contained in the
application of USSC as well as the testimony and exhibits of the parties” witnesses in this
case. The establishment of a test year is a fundamental principle of the ratemaking
process. Heater of Seabrook v. S.C. Pub. Serv. Comm’n, 324 S.C. 56, 478 S.E. 2d 826
(1996). The establishment of a test year is used to calculate what a utility’s expenses and
revenues are for the purposes of determining the reasonableness of a rate. The test year is
established to provide a basis for making the most accurate forecast of the utility’s rate
base, revenues, and expenses in the near future when the prescribed rates are in effect.
Porter v. S.C. Pub. Serv. Comm’n, 328 S.C. 222, 493 S.E.2d 92 (1997). It also provides
the Commission with a basis for estimating future revenue requirements. In the present

case, the Commission has concluded that the appropriate test year to use is the twelve-
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month period ending December 31, 2006. No party contested the use of this test year as
proposed by USSC in its application.

6. In accordance with the Application filed in this case, the Commission will
use the rate of return on rate base methodology in determining the reasonableness of
USSC’s proposed rates. The Public Service Commission has wide latitude in
determining an appropriate rate-setting methodology. Heater of Seabrook, 324 S.C. at
64, 478 S.E.2d at 830. Here, the Applicant has submitted evidence of substantial plant
investment, and ORS has conducted its analysis and based its recommendations on a rate
of return methodology. No party has raised any objection to the use of the return on rate
base methodology in this proceeding.

7. By its application, USSC requested an increase in rates and charges for its
combined operations to produce net operating income of $853,331 (Exhibit B to
Application). By the use of accounting and pro forma adjustments, ORS computed Net
Income for Return of the requested increase to be $1,112,380 (total operating revenues of
$4,415,435 less operating expenses of $3,306,495 and added customer growth of $3,440).
Both USSC and ORS calculations of the amount of the proposed increase wer-e based on
the Proposed Schedule of Rates and Charges contained in Exhibit A to the Companies
Application.

8. Total Operating Revenues for USSC for the test year are $3,026,716, We
accept ORS’ calculation of USSC’s test year service revenues for combined operations,
as adjusted, of $2,980,635, and taking into account miscellancous revenues and
uncollectible accounts, total operating revenues for the test year calculated by ORS of

$3,026,716. (Exhibit WIM-3, Hearing Exhibit 13). At USSC’s proposed rates,
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combined operations service revenues, as adjusted, were calculated by ORS to total
$4,378,299. USSC’s application shows combined per books test year operating revenue
of $2,848,170 and Pro Forma present combined revenues of $2,886,530. Exhibit B, pg. 2
of 16 to Application. ORS used consumption data provided by USSC and verified during
ORS’ examination as a basis for its revenue calculations. Due to alleged inconsistencies
in the company’s customer account records, ORS imputed certain test year revenues
based on customer billing information provided by USSC in the application and
supplemental customer data provided by USSC and DHEC. (Morgan, Direct Testimony,
pgs. 7-8). We find the method of such calculations to be reasonable and fair and
therefore accept the above stated combined service revenue for the test year, as adjusted
per ORS, to be $2,980,635.

9. The Returns on Rate Base for USSC during the test year were calculated
by ORS Witness Townes, after recommended accounting and pro forma adjustments, to
be 2.85% for the test year and 12.17% after calculating the Company’s Proposed Increase
(Surrebuttal Exhibit PBT-1, Hearing Exhibit 11). Operating Margins for the Company
were calculated by ORS Witness Townes, after recommended accounting and pro forma
adjustments, to be (3.31%) for the test year and 17.02% after the company’s proposed
increase. At the hearing, USSC Witness Georgiev stated that the Company accepted the
accounting adjustments proposed by ORS. We approve ORS’ adjustments and find the
return on rate base for USSC to be 2.85% for the test year ended December 31, 2006 and
to be 12,17% after calculating USSC’s proposed increase.

10.  The Commission finds that the conclusions and their bases for establishing

an appropriate range for a rate of return on equity for USSC contained in the testimony of
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ORS witness Dr. Douglas Carlisle are accurate and compelling. Dr. Carlisle concluded
that 9.42% was a reasonable low point and that the top end of his range should be no
more than 10.14%. The Commission therefore finds that a just and reasonable return on
equity for USSC under the current application and based on the evidence and testimony
provided by ORS economist Dr. Douglas Carlisle to be 9.42%.

11. The Commission finds that ORS Witness Morgan’s adjustments regarding
service revenues are appropriate. ORS proposed a service revenue adjustment totaling
$179,697 to normalize water and sewer revenues reported by USSC for the test year. In
reaching this adjustment, ORS proposed pro forma and revenue service adjustments of
$227,132 additional water and sewer revenues based on its application of the approved
rates for USSC for the entire test year and adjusted water consumption to reflect customer
billings as provided by USSC. ORS additionally reduced water service revenues by
$47,435 to eliminate normalized revenues for the Lakewood Estates, Arrowhead Shore,
and Pleasant Hills subdivisions as the residents of these neighborhoods are no longer
customers of USSC.

12.  ORS calculated USSC’s test year service revenue for water operations, as
adjusted, of $2,793,883 and for wastewater operations, as adjusted, of $186,752.
Combined operations revenues were calculated by ORS for the test year, as adjusted, at
$2,980,635. The Commission finds that the appropriate total operating revenues of
USSC during the test year under present rates and after accounting and pro forma
adjustments are $3,026,716. See Surrebuttal Exhibit PBT-1, Hearing Exhibit 11,

13.  The Commission finds that the combined operating expenses for USSC for

the test year under present rates and after the appropriate accounting and pro forma
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adjustments are $2,766,575. ORS Witness Townes offered festimony and exhibits
detailing adjustments, See Surrebuttal Exhibit PBT-1 and Surrebuttal Exhibit PBT-4,
Hearing Exhibit 11. Witness Townes’ testimony included updated water service
revenues, customer growth, and rate case expenses. Revenue impact and customer
growth analysis were performed by ORS and testified to by ORS Witness Morgan and
were adopted by Witness Townes in his calculations. Details of the revenue and customer
growth analysis are shown on the Exhibits WIM-3 and WJM-4, Hearing Exhibit 11. Rate
case expenses included in the net income for retum were those received by ORS as of
November 13, 2007. Counsel for USSC requested at the hearing, and the Commission
Chairman granted from the bench, to keep the record in this case open to allow USSC to
present rate case expenses through the date of the hearing in this matter. From the stand,
ORS witness Townes agreed to examine and report to the Commission regarding these
additional rate case expenses. On January 11, 2008, Witness Townes sﬁbmi‘fted a
detailed report and Affidavit with the Commission providing for total rate case expenses
in this case of $184,300. This late filed exhibit was made a part .of the record in this
matter as Hearing Exhibit 12.

14,  The majority of ORS Witness Townes’ testimony referred to his
Surrebuttal Exhibit PBT-4 — “Explanation of Accounting and Pro Forma Adjustments,”
Hearing Exhibit 12. The witness explained in detail the Fifty-One (51) adjustments
proposed by ORS. Witness Townes also testified regarding Rebuttal Exhibit PBT-1 —
“Operating Experience, Rate Base and Rates of Return,” Hearing Exhibit 12. The Witness
testified that within that Exhibit, Column (1) shows the per company application figures of

USSC as of December 31, 2006. Column (2) shows the proposed accounting and pro
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forma adjustments designed to normalize USSC’s per company application figures
(described in Surrebuttal Exhibit PBT-4). Column (3) shows the result of a normalized test
year for USSC by adding columns (1) and (2). The total income for return is based on the
total operating revenues less total operating expenses. The operating margin is computed
by dividing the total income for return less interest expense by the total operating revenues.

15. The Commission finds the accounting and pro forma adjustments proposed
by the ORS witnesses Townes and Morgan, as set forth in each witness’s direct and
surrebuttal testimony are appropriate for rate making purposes. See Hearing Exhibits 11
and 13.

16. The Commission finds thai Mr. Townes® Surrebuttal Exhibit PBT-S,
Hearing Exhibit 11, shows the appropriate depreciation expenses and amortization for rate
making purposes are $40,597. Surrebuttal Exhibit PBT-6, Hearing Exhibit 11, shows the
accurate computation of the income tax adjustment. ORS proposed adjustments 1 through
28 and 31 through 51 were accepted by USSC through the Rebuttal testimony of Witness
Georgiev. Witness Georgiev did take exception in her rebuttal testimony to adjustments to
the Company’s Operating Expenses regarding three subdivisions which the company had
transferred, adjustments to rate case expenses, and adjustments to additional plant in
service. From the witness stand, Witness Georgiev stated that the company accepted all of
the adjustments contained in ORS Witness Townes’ Surrebuttal exhibits, with the
exception of the issue of rate case expenses, which as previously stated were to be
submitted to the Commission as a late filed exhibit, Hearing Exhibit 12. USSC made no
objections to or presented any contrary evidence to Mr. Townes’ calculations reflected in

his Surrebuttal Exhibits, Hearing Exhibit 11.




Docket No. 2007-286-WS- Order No. 2013-
Januatry , 2013
Page 12 of 15

17. The Commission finds that by accepting all the adjustments as proposed by
witnesses Townes and Morgan, the Company’s current return on rate base is 2.85% and its
current operating margin is (3.31%) under USSC’s presently approved rates and charges.
Therefore, the Commission finds that an adjustment of USSC’s rates and charges is
warranted. An increase in rates and charges appears justified for the Company to provide
its residential and commercial customers with safe and adequate water and wastewater
services,

18.  Based on the return on rate base and operating margin for the test year
contained in Surrebuttal Exhibit PBT-1, Hearing Exhibit 11, we find that USSC has
demonstrated the need for an increase in rates.

19. When applied to the as adjusted test year operations, the rates requested in
the Company’s application result in a Return on Rate Base of 12.17% and an operating
Margin of 17.02%.

20.  The Commission finds that based on the testimony of ORS Witness
Carlisle that a Return on Rate Base of 12,17% is an unreasonable return for a water and
sewer utility such as USSC; however, the Commission finds that an operating margin of
9.12% would provide a reasonable return and operating margin to the Company.

21.  In order for USSC to have the opportunity fo achieve a Return on Equity
of 9.42%, the income requirement for USSC, under operating margin methodology found
appropriate in this Order and using the adjusted operating revenues and operating
expenses approved herein is $707,122. This will effectively yield an operating margin

for the Company of 9.12%.
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22.  In order for USSC to have the opportunity to earn the herein approved
Return on Equity of 9.42%, USSC must be allowed additional annual water service
revenues of $772,965. No additional annual sewer service revenues are required.

23. To achieve additional annual water service revenues of $772,965 and an
annual income requirement of $707,122, the rates and fees as set forth in Appendix A
attached hereto are approved and found to be just and reasonable.

24.  The appropriate operating margin for USSC based upon the herein
approved adjustments and rates is 9.12%.

25.  The Commission finds that USSC should further adjust its tariff to provide
an incentive for the Company to aggressively target and repair leaks on the distribution
system in order to curtail unnecessary use of water in utility operations, protect the
consumer, and encourage water conservation. Under the current tariff, all non-account
water costs are borne by the customers of the system which are supplied with water by
the company through a third-party bulk provider. The Commission finds that the
language contained in the present USSC tariff related to pass-through water supply must
be amended to limit the amount of non-account water passed through to consumers to
10%. The specific language to be added to the Company tariff shall be that contained in
Exhibit WIM-8, Hearing Exhibit 13,

26,  The Commission further finds that the evidence presented by ORS
Witness Morgan concerning unaccounted for water in certain subdivisions or areas within
the USSC system warrants having USSC perform a water audit of all systems shown in
Exhibit WIM-7 (Hearing Exhibit 13) to have reported a water loss during the test year in

excess of 10%. We find that a 10% water loss standard is reasonable and within the
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allowable standards established by the American Waterworks Association as previously
adopted by this Commission in Order No. 2002-866.

IT IS THEREFORE ORDERED THAT:

L. USSC is entitled to rate relief on the basis of its current return on rate base
0f 2.85% and operating margin of (3.31%).

2. The proposed schedule of rates and charges filed by USSC is hereby found
to be excessive as such would result in a Return on rate base in excess of 12% and an
operating margin of over 17%.

3. USSC shall be entitled to charge rates and fees appropriate to obtain a
Return on Equity of 9.42% in order to obtain an operating margin of 9.12%.

4. USSC shall amend its tariff to provide a limit of 10% of unaccounted for
water related to its pass-through provision applicable to certain subdivisions or areas
within the USSC system. |

3. USSC shall perform water audits on all systems shown in Exhibit WIM-7
to have reported a water loss in excess of 10% during the test year.

0. The rates and schedules in Appendix A attached hereto are hereby adopted
by the Commission. Because the rates approved hereby as reflected in Appendix A to
this order are the same as those placed into effect under bond by the Company in
accordance with our Order No. 2008-269 in this docket, no refund is required. Cf S.C.
Code Ann, §58-5-240(D) (Supp. 2011). Accordingly, we also hereby approve the
Company’s cancellation of Surety Bond No. 105073455 filed May 5, 2008 and authorize

USSC to notify the underlying carrier of its cancellation pursuant to this Order.
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7. This Order shall remain in full force and effect until further Order of the

Commission.

BY ORDER OF THE COMMISSION:

David A. Wright, Chairman

ATTEST:

Randy Mitchell, Vice Chairman
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